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MONTH END DATA 
Shares Listed (Mil) 
Share Issues Listed ‘ (No.) 
Par Value of Bonds Listed . (Mil. $) 
Bond Issues Listed (No.) 
Total Stock and/or Bond Issuers . (No.) 
Market Value of Listed Shares (Mil. $) 
Market Value of Listed Bonds (Mil. $) 
Market Value of All Listed Securities (Mil. $) 
Flat Average Price—All Share Issues A (S$) 
Shares: Market Value — Shares Listed A . (S$) 
Bonds: Market Value — Par Value A (S$) 
Stock Price Index (12/31/24 = 100) AB . (%) 
Member Borrowings on U. S. Gov't Issues (Mil. $) 
Member Borrowings on Other Collateral . (Mil. $) 
Per Cent of Market Value of Listed Shares (%) 
Member Borrowings—Total (Mil. $) 
N.Y.S.E. Members’ Branch Offices (No.) 
Total Non-Member Correspondent Offices (No.) 
Customers’ Net Debit Balances CD . : (Mil. $) 
Credit Extended on U. S. Gov’t Obligations . (Mil. $) 
Customers’ Free Credit Balances CD (Mil. $) 
DATA FOR FULL MONTH 
Reported Share Volume . (Thou.) 
Ratio to Listed Shares ee (%) 
Daily Average (Incl. Saturdays) . (Thou.) 
Daily Average (Excl. Saturdays) . (Thou.) 
Total Share Volume (Incl. Odd Lots) F (Thou.) 
Money Value of Total Share Sales F (Thou. $) 
Reported Bond Volume (Par Value) (Thou. $) 
Ratio to Par Value of Listed Bonds . (%) 
Daily Average (Incl. Saturdays) . (Thou. $) 
Daily Average (Excl. Saturdays) . (Thou. $) 
Total Bond Volume (Par Value) F . (Thou. $) 
Money Value of Total Bond Sales F (Thou. $) 
N.Y.S.E. Memberships Transferred . (No.) 
Average Price (S$) 
Shares in Short Interest F . (Thou.) 













1947 1946 
October September August October 
1,879 1,870 1,862 1,756 
1,370 1,371 1,369 1,319 
136,711 137,666 137,628 136,880 
888 915 921 930 
1,203 1,212 1,211 1,196 
68,884 67,522 68,184 66,115 
138,336 140,499 141,236 140,245 : 
207,220 208,021 209,420 206,360 =" 
48.91 49.09 49.76 51.63 ee 
36.66 36.11 36.62 37.65 
101.19 102.06 102.62 102.46 
78.7 77.5 78.3 79.3 
110 139 151 160 
223R 239R 185 211 
0.32 0.35 0.27 0.32 
333R 378R 335 371 
912 916 912 885 
2,668 2,660 2,655 2,578 
570 550 583 
78 77 75 
630 656 720 
28,635 16,017 14,153 30,384 
1.53 0.86 0.76 1.73 
1,101 Note G Note G 1,169 
1,223 763 674 1,279 
20,199 21,534R 38,308 
608,017 624,325R 1,102,437 a 
105,990 73,440 60,490 112,738 ta 
077 053 044 .082 RE 
4,077 Note G Note G 4,336 , 
4,561 3,497 2,881 4,713 
69,316 70,705 125,777 
51,284 56,618 81,194 
5 None 2 5 
60,667 None 68,000 62,333 
10/15/47 9/15/47 11/15/46 
1,190 1,329 927 
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Balanced Railroad Economy 





HOPE OF MANAGEMENTS FOR 1948 | 








eameeweest oe eee oe 





a 


o “oie 81 


: 
: 








By E. FREDERIC UHRBROCK 


HE most important single factor in 

the outlook for the railroad industry 
is the trend of general business and agri- 
culture over the coming year. Assuming 
that 1948 does not witness another round 
of wage and price increases, operating 
revenues, because of rate adjustments. 
will be higher than in 1947, thus bringing 
the relationship between revenues and ex- 
penses into better balance than at any 
time since January, 1946. 

The high level of industrial activity in 
1946 and so far this year has given the 
railroad industry the largest peace-time 
volume of traffic on record and the largest 
amount of operating revenues for any 
corresponding period. Since the railroads 
handle the bulk of the nation’s traffic, the 
industry’s volume of business bids fair 
to continue at a high rate as long as in- 
dustrial production is sustained. From the 
standpoint of operating revenues it should 
do even better, because of the rate in- 
creases which the Interstate Commerce 
Commission recently authorized and will 
authorize when the final decision on Ex 
Parte 166, the Commission’s designation 
of the current rate case, is handed down. 


High Costs Are Universal 

In many quarters the high cost of rail- 
road operations is singled out and used 
as a basis for predictions of dire results. 
Ina period of high wage rates one cannot 
reasonably expect costs in the railroad in- 
dustry to be low. Every bit of material 
used in railroad operations must be pur- 
chased at the going price, which reflects 
the manufacturers’ or producers’ wage 
costs. The wage increases granted early 
this year in the coal and steel industries 
were reflected in immediate price in- 
creases, which the railroads naturally had 


(Right, top) Passengers have an unob- 
structed view from an astra dome atop 
General Motors’ “Train of Tomorrow.” 
(Below) An air-conditioned day-coach sec- 
tion of the same train 


to pay in order to meet their needs in 
these lines. Furthermore, the wage in- 
creases in these and other industries pres- 
aged the September boost in wages in 
the railroad industry. Obviously, wages 
paid to railroad workers must remain in 
line with those paid in other industries. 
or the railroads would soon have no em- 
ployes left. Thus, it would seem that. until 


wages and material costs reverse their 
upward trend, the railroads cannot hope 

















































to reduce costs to any substantial extent, 
except through greater operating effi- 
ciency. 

Much concern is expressed over the re- 
lation of revenues and expenses in the 
railroad industry. The operating ratio of 
the industry as a whole has risen sharply 
during the past two years and is now con- 
higher than before the war. 
The causes of this trend are twofold: first, 
wage increases and rising material costs; 


siderably 




























second, the delay in authorization of rate 
increases by the I.C.C, 

Prior to the war, the railroads were able 
to offset, in part, wage increases and 
higher cost of materials through increased 
efficiency resulting from additions and 
betterments to their properties. This was 
possible when wage increases and higher 
material prices did not come in rapid 
succession. However, the last two wage 
awards, both of which were much larger 
in amount than in previous years, coupled 
with the steady, upward spiral in mate- 
rial costs, increased operating expense so 
rapidly that savings resulting from capital 
improvements were hardly noticeable; this 
despite the fact that additions and better- 
ments during the past six years have aver- 
aged better than $500,000,000 annually, 
or about twice the yearly total of the 
1930s. 

There has been no let-up in the im- 
provements being made to their proper- 
ties. Capital expenditures this year are 
expected to reach $950,000,000—an_in- 
crease of 73 per cent over 1946 and well 
above the highest pre-war total of $885,- 
000,000 in 1926. Even allowing for price 
changes over the years, the 1947 total 
indicates a substantial amount of work 
being done to improve efliciency. 


Procedure for Hearings 

Rate increases are another matter. The 
railroads must obtain prior approval of 
the 1.C.C. before they can increase freight 
rates or passenger fares. While the Inter- 
state Commerce Act does not specifically 
require the Commission to hold hearings 
before changes in rates become effective, 
it does authorize the Commission to hold 





Multi-level chair car of the train being 
exhibited nationally by General Motors 


hearings and to suspend rate changes for 
a period of seven months. Aside from the 
recent Pullman revised schedules, which 
were authorized without a hearing, the 
Commission has generally followed a 
policy of holding hearings first, then au- 
thorizing the revised schedule in whole or 
in part. Thus, there usually has been a 
time lag between the request for higher 
rates and the granting of them. 

The extent of the time lag in isolated 
rate cases is probably not too important, 
but when the application for a general 
rate increase is made primarily to com- 
pensate for wage rises already authorized, 
and instituted, there can be little honest 
justification for protracted hearings or 
long cogitation over the granting of the 
increase. Under Section 15-A of the Inter- 
state Commerce Act, the Commission ap- 
pears to have no choice but to establish 
rates which will permit the railroad in- 
dustry to provide the kind and quality of 
service demanded by industry. This point 
was emphasized in the recent decision au- 
thorizing the emergency rate increase. 


Transcontinental route map. Dotted lines show services inaugurated in 1946 by the 
Pennsylvania Railroad in cooperation with other railroads. The heavy solid lines denote 
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Pennsylvania routes. The lighter solid lines are through services in effect before 1946 





If the real purpose of the Interstate 
Commerce Act is to foster sound economic 
conditions in the transportation industry, 
the act should be amended to require the 
Commission to authorize general rate in- 
creases on 15-30 days’ notice, on the con- 
dition that the railroads impound a por- 
tion of the increased revenues in a special 
account throughout such time as the Com- 
mission requires to establish the reason- 
ableness of the increases. Then any over- 
charges could be refunded. Such a pro- 
cedure would minimize to an important 
degree the “squeeze” between wage in- 
creases and rate adjustments, such as oc- 
curred in 1946, and which was so devas- 
tating to railroad credit. 

The necessity of keeping the carriers, 
in the face of higher costs of operation, 
in a reasonably healthy condition, in order 
that they may maintain their credit, as 
so clearly stated by the I.C.C. in its Octo- 
ber 6 decision, cannot be denied. Had the 
Commission in 1946 granted the full in- 
crease in May instead of December, the 
industry would have recorded a net in- 
come before tax adjustments of over $500,- 
000,000 instead of the $110,000,000 be- 
fore tax credits shown in the final figures. 


Where Attention Is Warranted 

Our legislators who are so vociferous in 
trying to save the investment of the “little 
fellow” in railroad securities, might do 
well to spend a little time on the basic 
fundamentals of keeping the railroad in- 
dustry solvent in the first place. The 
industry as a whole cannot be subjected 
to the 1946 set of circumstances very often 
and be expected to remain healthy. Some 
roads obviously could pull through, but 
there would be many that would fall by 
the wayside, thus wiping out the invest- 
ments of a lot more of the “little fellows” 
who might own a few shares of railroad 
stocks. 

Earlier in this article, reference was 
made to the high rate of industrial activity 
and the consequent volume of railroad 
traffic. One might reasonably conclude 
that the industry as a whole must be pretty 
prosperous. On the contrary, 1946, which 
recorded the highest dollar revenue for 
any peace-time year, showed a net income 
of $110,000,000, exclusive of tax refunds 
from prior years, equivalent to about 114 
per cent on the capital stocks of the rail- 
roads outstanding in the hands of the 
public. This dollar total was little better 
than that remaining in 1939 on less than 
half the 1946 revenues. The rate increase 
effective January 1, 1947, and the 10 per 
cent emergency increase just granted will 


(Continued on page 8) 
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Steady Plant Operation, 


FEWER STRIKES AID 


NINE MONTHS’ 
EARNINGS’ RISE 





HE records of another year, and it 
will need to be a year comparatively 


free of work stoppages and materials 
shortages, will be necessary for industrial 
earnings to settle on a reasonable com- 
parative basis with the results of the past. 
In general, the first three quarters of 1947 
brought notable forward strides in re- 
spect to corporate net income, whatever 
similar period may be compared with it; 
but reference to the first line of the ac- 
companying statistical exhibit suggests 
important distortions. 

The initial jolt when the percentage 
gain of the automotive field is noted loses 
much of its force when reference is made 
to the fact that the motor and accessory 
companies in 1946 scored a slight profit 
only by drawing heavily upon excess 
profits tax credits. On operations, alone, 
a great deal of money was lost. The rea- 
son? Protracted labor disputes during the 
first half of last year and so uneven a 
flow of raw materials to parts makers, and 
consequently of parts to motor car manu- 


facturers, that hundreds of thousands of 
man-hours of production were lost. The 
result? Interrupted days, idle machines, 
at the same time that overheads zoomed 
pretty much out of control. 

Even this year. with stoppages far less 
and materials much more freely moving. 
net income among individual automotive 
companies was highly uneven. The major 
motor car makers failed to attain unit out- 
put as large as in 1941 and profits fell 
behind those of a number of good years 
before the war. The statistical table shows 
that among other industrial departments 
the percentage of net income gain this 
year extended over a wide area . . . four 
of the 19, in fact, showed declines from 
the preceding year. 

Like automotive, the railroad category 
was swollen percentage-wise by favorable 
factors of this year which were absent in 
1946. Wage increases of 1946 went into 
effect early, while the 17 per cent rise 
of freight rates, although decided upon 
by the Interstate Commerce Commission, 
was not applied until the new year began. 
Several of the great rail systems suffered 
large deficits in 1946; a number of others 
were kept moderately in the black through 
receipts from investments; and in viewing 
the 194.8 per cent increase of net this 
year, students of the railroad industry will 
give weight to news of rising demands of 
workers for increased wages. 





















































CUSHING, GENERAL MOTORS AND GALLOWAY 


The column 
irrespective of 


of percentage increases. 
some high figures and a 
number of low ones, depicts a prosperous 
state of manufacturing and consumption 
of goods and services. The statistics indi- 
cate an active state of demand all the 
way through the nine months, the more 
notable exceptions being chargeable, as 
in case of the small transportation group 
and the fairly large group of utilities, to 
a collision of rising costs with fairly rigid 
charges for services rendered. That the 
retail merchandising category should re- 
cede 30.6 per cent from the 1946 record 
was in part explainable by the lessened 
rush of replacement buying after the first 
post-war year. 


Substantial Petroleum Profits 


The story. now familiar, of enlarged pe- 
troleum company net income duplicates a 
long-continued record. The 62 per cent 
increase for nine months reflected. how- 
ever, a lower rate of profits to gross than 
during the first six months. The half year 
ended June 30 saw oil company profits 
72.4 per cent higher than in the same 
1946 interval, although the third quarter 
usually is marked by especially active 
consumption of refined products. In fact.’ 
the 349 companies of all groups here re- 
ported upon experienced a sharp drop in 
the three quarters from the percentage 
gain recorded by 402 companies listed on 
the New York Stock Exchange during the 
half year . . . 65.5 per cent against 97.9 
per cent. 

Although such a comparison is based 
upon neither equal periods nor equal 
numbers, the tendency revealed points to- 
ward a slackening in profit margins dur- 
ing the third quarter. It seems probable 
that a more extensive recession will occur 
in the fourth, compared with the same 
1946 stretch, inasmuch as the peak months 
of last year were the final three. The 
first three quarters of this year, from the 
over-all point of comparison, returned 
lower profits per quarter than the total of 
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the concluding three months of last year. 
The percentage gain this year of the 


iron and steel group—70.8 per cent—was 
less than half of the rise of the first six 
months over the first half of 1946. The 
figure represented, nevertheless, the result 
of heavy, steady production; the 155.3 per 
cent upturn of the first six months was con- 
ditioned, like the automotive showing, by 
labor troubles early in 1946. The elec- 
trical equipment group, consisting of sev- 
eral of the largest corporations in that 
field, showed a reasonable profit, although 
a comparison with 1946 was prevented by 
a deficit last year. Net income of the first 
half ran at approximately $10,000,000 a 
month and the average of the last three 
months was about the same. 

The paper and publishing department 
reported net income at an average rate 
of $6,800,000 a month in the first half 
and exceeded this average slightly in the 
third quarter. The continued and profit- 
able activity of this roster of 15 com- 
panies in the table affords a feature of the 
current economic period. During pros- 
perous intervals of past decades these com- 





Statistical and other factual infor- 
mation regarding any securities re- 
ferred to in THE ExcHANGE has been 
obtained from sources deemed to be 
reliable but THe EXCHANGE assumes 
no responsibility for its accuracy or 
completeness. Neither such informa- 
tion nor any reference to any particu- 
lar securities is intended to be or 
should be considered as in any way a 
recommendation for the purchase, sale 
or retention of any such securities. 











plementary industries had sometimes re- 
vealed less resilience to business stimuli 
than many others. The publishing field 
has given evidence of flexibly meeting 
strongly rising costs, aided, so far as 
periodicals go, by a continuing large vol- 
ume of revenue from advertising. 

Food companies. with a 14.7 per cent 
gain of net. apparently profited less from 
advancing prices than comment from the 
markets would suggest. The percentage 
upturn was one of the smallest of the col- 


NET INCOME OF 349 COMPANIES HAVING COMMON 
STOCK LISTED ON THE NEW YORK STOCK EXCHANGE 


First Nine Months of 1947—By Industrial Groups 


Number 
Number I a pantheon 
Number Showing (ist 9 Mos. Estimated Group Net Income 
a a Ng 
Industry Date 1947 1946) Ist 9 Mos. 1947 1946 
Automotive . . . . . 22 20 20 $278.410.000 880.5% * 
eee ee ee 13 13 50.845,000 + 66.7 
Business & Office Equip. 5 5 i 33.544,000 104.2 
Cee ww se tc oe B 33 21 272,301.000 L 232 
Electrical Equipment . 9 9 8 105,422,000 # 
Financia) . . . ... 14 M4 7 16,158,000 + 17.6 
Food | i & Ge le i Gt ae 23 15 124.809,000 . ae 
Machinery & Metal . . 38 37 28 88.847.000 738.3 
PS i ck ce ze wo 6B 12 8 29.505.000 1 67.4 
Paper & Publishing . . 15 15 12 61.829.000 1 74.9 
Petroleum ..... 19 19 19 336,394,000 t+ 62.0 
Matlvoad . ...:.s 4 37 38 214,363,000 194.8 
Retail Merchandising . 17 16 4 29.470,000 - 30.6 
Steel. Tron & Coke . . 26 25 23 274.437.0000 + 70.8 
Textile moe oc cx ee 13 10 59,824.000 + 30.3 
i. 4 3 4.251.000 + 11.8 
Transportation Services . 3 3 l 1.627.000 - 37.4 
Utilities a ae er ee 17 10 258,451.000 9.6 
Other Companies . . . 23 20 16 43,474,000 4.5 
Total a 335 260 $2.283.961,000 65.5 % 


*Comnarison distorted by effects of 1946 labor 
Deficit in 1946, 


dispute. 


umn, lending emphasis to the postulate 
that retail prices lagged considerably be- 
hind wholesale price rises; at the same 
time, the costs of grain, fruit, vegetables, 
etc., represented the situation of raw ma- 
terials going into food products, often 
preceding the deliveries into retail trade 
of goods for sale by several months. 

Building construction continued to look 
up so far as profits were concerned, the 
66.7 per cent rise apparently discounting 
much pessimistic comment about retarded 
building. As the year end approaches, 
current statistics of new and newly fin- 
ished construction work indicate large 
capital outlays, indeed, in this depart- 
ment of the national life. 

The mining group’s showing affords 
material for comment, as the composite 
results of prominent companies reflected 
the passing of a strike cloud which re- 
tarded operations last year. The rebound 
of net income this year probably records, 
too, the product of a firm status of both 
copper metal and _ fabricated goods’ 
prices. When a special price differential 
on imported copper was removed some 
months ago, an impression seemed rather 
widespread that the general price struc- 
ture might ease. Persistent demand for 
copper goods stimulated the net income 
of concerns with fabricating interests: an 
active market for both base and precious 
metals sustained the group and the nine 
months’ exhibit impresses for the rea- 
son, among others, that the mining cate- 
gory as a whole has been making a 
strong. stable display for a number of 
years. 


Profits Up in Machinery Group 


The machinery and metal division. 
with a rise of 78.3 per cent. draws at- 
tention by reason of the fact that only 
one of 38 companies of the Stock Ex- 
change list whose reports have come to 
hand so far failed to make a profit in the 
nine months. With the exception of the 
railroad group. machinery and metal 
company reports constitute the largest 
number of the table. 

The 349 listed corporations whose 
earnings’ results for nine months com- 
prise the table number not much more 
than one-third of the full list. Neverthe- 
less, all corporate groups are well rep- 
resented and the figures reflect operations 
in the major departments of industry, 
transportation and public services, Of the 
companies tabulated, no less than 24.5 
per cent have not done as well this year 
as last, although 96 per cent reported net 
profits in the first nine months of this 
year. 
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What Price Dividends? 


WARY OF FLUSH TIMES, INVESTORS 
SCAN RESULTS OF LONG PERIOD 


RECURRENT problem with which 
investors in corporate equities 
wrestle in these days of substantial earn- 
ings and sizable dividends appears to be 
comprised in comment and question such 
as these, coming from readers of THE 
EXCHANGE: “The reports of companies 
this year disclose comfortable profits, as 
they have for several years, but the United 
States is experiencing a business boom. 
Periods of expansion come and go. The 
historical record that when the 
bloom is off an expansive interval, per- 
share earnings can recede drastically. Can 
stocks be selected during a marked rise 
of business activity with reasonable ex- 
pectations of dividends after the business 
climate turns cooler?” 

The question hardly lends itself to 
prophecy. An approach to the answer 
threads through research applied to past 
and current experience of individual cor- 
porations ... 


shows 


with the greater emphasis, 
perhaps, on the past. In order to afford 
some material as a basis of inquiry, the 
accompanying statistics are offered, apply- 
ing to an exhibit of corporations listed on 
the New York Stock Exchange. The figures 
are taken from the reports issued by the 
companies, based upon the totals of shares 
outstanding at the close of the various 
years. 


How Companies Were Selected 


In sampling three groups—chemicals, 
electrical equipment and food concerns 

choice was based upon several require- 
ments: (1) representative companies of 
important industries, (2) long dividend 
records, (3) longevity of the corporations 
as business entities. The samples, inci- 
dentally, merely supply introductory facts 
for wide research in the same fields, for. 
although the cited list of chemicals in- 
volve only eight, no less than 54 corpora- 
tions of this group on the Stock Exchange 
have paid dividends consecutively for 10 
years or longer. The six electrical equip- 
ment concerns are half of the listed com- 
panies enjoying a corresponding dividend 
record, and the 10 food-producing units 
are supplemented by 25 others of the list 


which belong in the roster of consistent 
dividend payers over a long time. 

A fourth qualification for inclusion in 
the statistical exhibit is worth mentioning 

. none of the stocks has been affected 
by split-ups or stock dividends since 1938. 
And all, it should be said. are named 
solely as a guide to additional study, 
with no intention of recommending them 
for purchase or sale. For readers who 
seek information in regard to dividend 
continuity, emphasis may be laid upon 
the first column of the table. 

Comparison of dividends paid this year 
through October shows that. while some 


companies have already paid more than 
the highest for full years from 1938 to 
1946, and others will surpass the old 
highs before this year ends. some prob- 
ably will not reach the former peaks. The 
last group may lend itself to close study. 
inasmuch as the absence of excess profits 
taxes this year might appear to favor net 
income over such other active periods as 
1945 and 1944. 


Basis of Dividend Figures 


The dividend records take into account 
the history of predecessor companies. Ex- 
amination of individual corporate names 
will show that some resulted, in their pres- 
ent form, from consolidations extending 
far back into this century; others have 
grown to present prominence in their fields 
by reason of plant additions, largely made 
from earnings. In many instances com- 
mon and preferred stocks, or common 
alone. constitute the entire capitalization. 

Reference to the question 
brings forward several explanations for 


opening 


(Continued on page 12) 








SAMPLED GROUPS OF LONG-TIME DIVIDEND PAYERS 
Calendar Year Dividend Payments* 
Year 1938—1946 Declared 
Consecutive ————“"_—_—_—_——— ~ or Paid 
Cash Dividends 9-year through Recent 
Began Highest Lowest Average Oct., 1947 Price 
Issue CHEMICAL COMPANIES 
Allied Chem. & Dye Corp..... 1921 $9.00 $6.00 $7.11 $4.50 189 
Colgate-Palmolive-Peet Co. .... 1895 4.25 0.25 1.61 3.00 45 
E. I. du Pont de Nemours... 1904 7.00 3.25 5.58 6.00 186 
International Salt Co.......... 1915 3.00 1.75 2.31 2.25 53 
Procter & Gamble Co......... 1891 3.00 2.00 225 1.00 70% 
Texas Gulf Sulphur Co........ 1921 3.00 2.00 2.39 2.75 5714 
Un. Carbide & Carbon Corp... 1918 3.00 1.90 2-73 3.70 105 
Parke, Davis & Co............ 1878 1.80 1.30 1.48 1.60 361% 
ELEcTRICAL EQUIPMENT COMPANIES 

Allis-Chalmers Mfg. Co........ 1936 1.75 1.00 1.44 1.20 394 
Elec. Storage Battery Co....... 1901 2.50 2.00 2.1] 2.25 56 
General Electric Co. .......... 1899 1.85 0.90 1.43 1.60 36°% 
Black & Decker Mfg. Co...... 1937 2.30 0.50 1.53 2.00 3146 
McGraw Electric Co. ......... 1934 2.50 1.00 1.78 3.00 41 
Weston Elec. Instr. Corp....... 1936 2.00 1.00 1.80 2.00 34 

Foon ComPANIEs 
OE ONE OS) ee RO Ee 1899 2.25 1.40 1.58 1.80 44 
Nat'l. Dairy Prod. Corp....... 1924 1.65 0.80 1.04 1.35 30 
WOR PEM Os oie srors Schwa arewres 1922 1.00 1.00 1.00 0.75 33 
Cream of Wheat Corp......... 1900 2.00 1.50 1.70 1.60 2414 
General Baking Co. .......... 1921 0.90 0.45 0.62 0.60 101% 
National Biscuit Co. .......... 1899 1.60 1.20 1.36 1.50(1) 32% 
Pillsbury Mills, Inc. ......... 1924 1.70 1.15 1.41 2.30 35 
Purity Bakeries Corp. ........ 1927 3.10 1.00 ye 1.80 29 
Corn Products Ref. Co........ 1920 3.00 2.60 2.81 3.00 6144 
General Foods Corp. ..... 1922 2.25 1.60 1.86 2.00 39 
* Includes extras 
(1) Does. net include $0.80 payable in 1948 
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Costs IN SALES OF UNWIELI 


OF LISTED STOCKS DECLINE 


,. XPERIENCE with “special offerings” 
4 of stock listed on the New York Stock 
Exchange has now been sufficient to per- 
mit an analysis of results and costs of an 
undertaking designed as an adaptation of 
the auction market to the convenience of 


‘ 


large investors. Inasmuch as “secondary 
offerings,” another method of merchandis- 
ing blocks of securities, have been con- 
ducted for a number of years, comparison 
of certain elements common to both con- 


tains facts of interest to participants in 


change: the commission on purchases and 
sales made during a special offering is 
paid by the seller or his agent and such 
commission is usually larger than the 
standard auction market commission. 

A secondary distribution in a Stock 
Exchange listed stock is conducted out- 
side the Exchange, in the over-the-counter 
market, and broker-participants may be 
either members of the board or non-mem- 
bers: the compensation is usually in the 
form of a dealer discount, although some- 


so large that it-could not be distributed 
among buyers at auction within a rea- 
sonable period and at reasonable prices. 
Contra, a secondary offering is approved 
by Exchange authorities for members to 
take part in, outside the Exchange, when 
a proposed transaction is deemed too large 
to be conducted with success either at 
auction or through a special offering. 


Matter of Judgment 


Proposals for secondaries derive from 











con 
the securities market. times it is a straight commission. In the members or non-members. Members of hig 
Since the Exchange adopted rules in tabled statistics which accompany this the Exchange are denied participation in a ’ 
early 1942 to make the conduct of trans- discussion, the fee is considered as a dis- secondary when a survey of the probable dat 
actions in listed issues more flexible. 321 count. A secondary usually begins after demand for a stock indicates to Exchange is i 
specials have been approved, most of _ the close of the Exchange market and may experts that a special offering, on the floor, cos 
which were successfully completed with continue during the succeeding day. would result in adequate distribution with gar 
dispatch, involving offerings of from 500 Both methods were designed to permit speed and without price disturbance. firt 
shares to 65,527 shares. large blocks of listed issues to be sold by For clarity, it is proper to note again to 
During that interval, 84 applications the owner, expeditiously and without un- that the commission, or dealer discount. fee 
for specials were not approved. Since Feb- due sacrifice of prices. The enabling rule _ is paid by the seller; the buyers in special me 
ruary, 1942, the Exchange has approved _ in regard to special offerings provides for and secondary transactions acquire their she 
of participation by its members in 276 such transactions when a survey of auction — shares net at the specified price. The fixed mi: 
secondary distributions, in amounts rang- market conditions indicates that the proj- price for sales is set at approximately the ant 
ing from 2,000 shares to 2.165.296 shares, ected sale involves a number of shares same figure which the auction market chi 
and disapproved member participation in tre 
150 operations in this category. Of the * 
iss a. 7-74) © ; 2»< 97 are . © P 
me. gare er ies . sna pet Record of Special Offerings Compared with Secondary Distributions Zo 
through on the Exchange floor. February 16, 1942, to October 31, 1947 mt 
Small Market Segment Emphasizing Ratios of Special Commissions in Special Offerings to 
Considering that the transactions which Minimum Commissions and Dealer Discounts in Secondary Dis- 
were permitted by the Exchange have ex- tributions to Minimum Commissions. 
tended over more than five and a half 19 
years, it is seen that both specials and sec- All Special Offerings ! 19 
ondaries have accounted for an infinitesi- Special Offerings on Principal Basis Secondary Distributions 19 
mal part of all dealings in listed stocks. Average ; Average , Average 19 
A special offering, for the information roel eagenng Hunsher nue seaeceeged pyre 19 
of readers who do not follow market pro- =~ tate Nags - _ 4 papa - = 19 
‘ UN cca ia 4-4) 0upce 66 2.97 17 2.95 37 3.93 
cedure closely, takes place on the Ex- 1944.......... 3 3.01 18 2.84 \4 3.68 
change floor at the “post” where the issue "See 69 2.92 25 2.98 51 3.25 
which is the subject of the distribution is NS 19 251 3 2.86 48 4.06 ric 
ordinarily bought and sold. The operation ei 3 - — iti alae ae aie pl 
is conducted concurrently with the regu: | NOT: In pracca meaning aio of 362 pecil commision 1 minimum comin i 
lar auction market and ends when the Stock Exchange transactions and a similar application of the ratio to a dealer di 
market closes, being resumed, if necessary, discount on a secondary (off-the-Exchange ) transaction would be 3.62 times the E: 
hie eonet Que. Seach & teamenition te “Will Stock Exchange’s ordinary commission. 50 
dled exclusively by members of the Ex- E: 
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IELDY BLOCKS 





commands when the sale begins, but never 
higher than the last price at auction. 

With the seller, who is being accommo- 
dated, paying the cost of the operation, it 
is interesting to examine the trend of such 
costs since the special offering system be- 
gan. The Exchange member, or member 
firm, who engages with the stock’s owner 
to handle a sale receives an “overriding” 
fee; in addition a commission goes to each 
of the board who distributes 
shares among his customers. Rates of com- 


member 


missions and discounts vary in accord- 
ance with the price of a stock and the 
character of its marketability, so a cost 
trend may be traced more feasibly through 
a yearly comparison of the relationship 
between the remuneration involved in 
case of specials and secondaries and mini- 
mum Stock Exchange commissions. 


Ratios OF OveR-ALL Costs 
To Minimum CoMMISSIONS: 


Specials Secondaries 
err 5.60 7.03 
ee 4.63 6.49 
SEER T CRT ee 4.49 6.01 
PE Gksdeaveaws 4.53 5.31 
PY ais eave ated 3.78 7.02 
1947 (10 months) 5.94 6.8 


In 1942, the figures show, the over- 
riding fee and special commission (ap- 
plied to 72 special offerings} totaled 5.60 
times the charge if the stocks had been 
disposed of “regular way” on the Stock 
Exchange, while the total cost (in case of 
50 secondaries) averaged 7.03 times the 
Exchange’s minimum commission. In 1943 


the relative figures were 4.63 and 6.49, 
respectively, and so on for the other years 
. emphasizing lower cost in respect to 
special offerings on the Exchange floor. 
The statistics compiled by the Stock 
Exchange show, in addition, a decline un- 
til 1947 of sellers’ expense during the 
period for special transactions as involv- 
ing the percentage of “over-all spread”’ to 
sales prices; among secondaries such per- 
centage also receded from year to year 
until a slight bulge occurred in 1946. 


Downtrend of Costs 


As examples: the average percentage of 
full sales cost to selling price in specials 
& |} I 


in 1942 was 3.78: in 1944, 2.95; in 1946, 


2.54; in 1947 (10 months), 3.90. The 
average percentage expense in_ sales 
through secondary operations in 1942 
was 4.86; in 1944, 3.75: in 1946, 4.05: 


in 1947 (10 months), 4.51. 

The columns headed “Special Offerings 
on Principal Basis” entail the explana- 
tion that, as respects the designated offer- 
ings and ratios to regular Stock Exchange 
commissions, the firm originating a sale 
on the floor engaged with the seller to 
act as underwriter: that is, to assure the 
sale of the full number of shares offered 

. a responsibility by no means always 
assumed in a special transaction. 

Before approaching some technical as- 
pects of the related market processes, it 
may be mentioned that many New York 
Stock Exchange houses conduct, besides 
their activities in listed stocks on the 
Exchange, dealer transactions in the out- 
side market. The sales outlets of such 





firms in over-the-counter business are so 
substantial that, when Exchange approval 
is accorded them, they usually participate 
on invitation when a non-member firm 
originates a large secondary offering. A 
great segment of Exchange member houses 
does not, however, figure extensively in 
transactions outside the Exchange; hence 
they do not have opportunity to act as 
dealers in secondaries and this reference 
leads the way to a degree of difference be- 
tween the “placement” of securities sold 
in special and secondary offerings. 


Equal Opportunity 

In case of a special offering, every mem- 
ber firm has opportunity to serve cus- 
tomers by acquiring shares net, without 
a commission the latter. The 
smallest house has equal standing with 
the largest in making purchases. Under 
the special distribution method, too, the 
seller can realize that the stock he is 
liquidating is going to bona fide investors, 
often widely scattered geographically, 
often taking small lots. On the other hand, 
a dealer transaction such as a secondary 
offering may see dealers adding the stock 
to their inventory with the intention of 
making re-sales later at going prices. In 
other words, the distribution effected in 
a special offering attains a firmer place- 
ment . . . accommodating investors at the 
specified price as well as the urgent seller. 


cost, to 
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Balanced Railroad 
Economy for 1948 


(Continued from page 2) 


permit the industry to show about $45%.- 
000.000 net income for the year, despite 
the wage increase granted to the non- 
operating force in September. In itself, 
$450,000,000 net income is a substantial 
total, particularly in relation to market 
values of railroad securities. 

On net income of this size, many major 
carriers will report relatively satisfactory 
earnings per share. However, there will 
be many systems, primarily in the East, 
that will record decidedly dismal per 
share earnings. The accompanying table. 
based upon estimates filed by the roads 
with the I.C.C., indicates roughly the pos- 
sible 1947 net income and earnings per 
share of common stock for a selected list 
of railroads. Thus, the same regional 
pattern of relatively good and relatively 


poor earnings that first became apparent 
early in 1946 has continued to hold true 
in 1947. 

The coming year may well witness the 
beginning of a change in the relative posi- 
tions of the various regions. The eastern 
roads, because of a shorter haul, a greater 
proportion of switching and terminal busi- 
ness and a flood of unprofitable and costly 
less-than-carload lot traffic, have been hit 
much harder by increased wages than 
have the western and southern roads. The 
Commission’s decision in granting in- 
creased rates on passenger traffic in the 
eastern district, and granting the second 
increase in railway express, a large part 
of which will go to these roads, is definitely 
constructive. 


Would Aid Eastern Roads 


The pending cases, calling for increased 
mail pay and higher rates on less-than- 
carload traffic, give added hope for greater 
improvement in net income for the east- 


SOME RAIL BENEFITS FROM OUTSIDE INVESTMENTS 


As information supplementary to Mr. 
Uhrbrock’s broad discussion of railroad 
earnings and prospects, mention might 
be made of certain income-producing in- 
vestments of individual roads. The Penn- 
sylvania Railroad and its subsidiary, the 
Pennsylvania Company. own between 
them 2.397.284 shares of the Norfolk & 
Western’s 5.625.932 shares of common 
stock and 511,021 shares of the latter's 
920.000 outstanding 4 per cent preferred 
shares. The latest dividend on Norfolk 


& Western common was at the annual 
rate of $3 plus extras. 

Northern Pacific and Great Northern 
own 829,337 shares each of the Chicago, 
Burlington & Quincy’s capital stock, or 
97 per cent of the total outstanding. The 
3urlington’s dividend for some time has 
been $6 a share annually. Northern Pa- 
cific’s ownership of the Northwestern Im- 
provement Company was instrumental in 
strengthening its income account in bad 
years of the 1930s, by reason of dividends. 


ern roads. On the basis of the record, one 
might also reasonably expect the Com- 
mission to grant the eastern roads a dif- 
ferential over the rest of the country in its 
final decision on Ex Parte 166. 

By the very nature of its operation, the 
railroad industry’s traffic is governed by 
the volume of business of thousands and 
thousands of producers all over the coun- 
try. Assuming that 1948 does not witness 
another round of wage and price increases, 
and I feel that the price-wage cycle which 
has been so disturbing since V-J Day is 
at or near its crest, operating revenues in 
1948, because of the rate adjustments, 
will be higher than 1947, thus bringing 
the relationship between revenues and ex- 
penses into better balance. This state- 
ment presupposes that the “depression,” 
so glibly predicted “around the corner” 
by many so-called economists last year, 
is still a spectre in the distance, which may 
or may not become real. General business 
activity may well continue at a high level 
for several years, barring a crop failure. 

A better balance of revenues and ex- 
penses will mean improved net income, 
which, if coupled with waning fears of a 
depression, should result in a better atti- 
tude toward railroad securities. A vast 
majority of stocks and bonds are currently 
selling considerably below their best levels 
of 1946 and not far above their lows for 
that year. Thus, starting with a relatively 
low base, the railroad market has the 
potentials of a substantial percentage gain, 
assuming that conditions affecting the 
transportation industry are not radically 
changed by unforeseen events. 





ESTIMATED 1947 RAIL EARNINGS AND INCOME PER SHARE OF COMMON STOCK 


Earnings 


Earnings 





1947 est. per share 1947 est. per share 

net income common stock net income common stock 
Atchison. Topeka & Santa Fe.. $47.200,000 $16.89 8 ee nee $ 473,000 $ 0.39 
Ralantic Coast Lime: ..-.... 0c 6,487,000 7.88 Louisville & Nashville........... 14,459,000 6.19 
Baltimore & Ohio............. 8.945.000 23 (a) Mew York Comtral..... is ciciccccs (d) 115,000 (d) 0.02 
Central R.R. of New Jersey...... (d) 310,000 Deficit New York, Chicago & St. Louis... 6,314,000 12.30 
Chesapeake & Ohio............. 37.004.000 4.65 New York. New Haven & Hartford(d) 1,068,000 Deficit 
Chicago, Burlington & Quincy... 25,041,000 14.66 Norfolk & Western.............. 33,346,000 5.44 
Chicago, Milwaukee, St. Paul & Pac. 7.717.000 0.99 Northern Pacific ................ 13,044,000 5.26 
Chicago & North Western..... 5.800,000 1.50 i ae ee (d) 1,984,000 (d) 0.15 
Chicago, Rock Island & Pacific 13.500,000 (b) TEED FN okie eee ara sees cee nws 7,833,000 3.60 
Delaware. Lackawanna & Western. 2.899.000 0.69(e) St. Louis-San Francisco........... 5,176,000 1.68 
Evie ....- ape 2.800.000 0.25 Seaboard Air Line .............. 2,100,000 (e) 1.60 (e) 
Great Northern ........... 17,438.000 5.64 Seutherm Pacific ..............:. 37,355,000 9.90 
Gulf, Mobile & Ohio-Alton 4,072,000 2.89(d) I hitch c dg C wiae WR wn es 10.400.000 5.70 
Illinois Central 12.600.000 8.50 ey eee 42.880,000 17.50 


(a) After provision for capital and sinking funds. 
(b) Estimate based on present plan of reorganization. 


(ce) After provision for sinking fund. 


(d) Before provision for optional reserve fund. 
(e) Based on maximum capital fund. Using a minimum capital fund, net 
income might total about $3,400,000, or about $3.10 per share common. 
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GENERAL PORTLAND 
CEMENT COMPANY 


1,042,478 Shares 


Common Stock, Par $1 


Ticker Symbol: GPT 











HE company is one of the largest pro- 

ducers of cement in the South and, 
on the basis of 1946 dollar sales, ranks 
about sixth or seventh largest in the 
United States. Launched on February 19, 
1947, General Portland Cement is a con- 
solidation of three established cement 
manufacturers: Florida Portland Cement 
Company, incorporated in 1925; Signal 
Mountain Portland Cement Company, in- 
corporated in 1920, and Trinity Portland 
Cement Company, which was chartered in 
1907. 

The three component divisions operate 
five manufacturing plants, the Florida 
Division at Tampa, Fla., the Signal Moun- 
tain Division at Chattanooga, Tenn.. and 
the Trinity Division at Fort Worth, 
Houston and Dallas, Tex. The company 
produces and sells the usual kinds of 
Portland cement as well as several special 
types such as masonry, white Portland 
and oil well. It is one of the few American 
manufacturers of the latter two products. 


Reasons for Consolidating 


Design of the consolidation, as set forth 
by the management, was to produce an 
operating unit: (1) stronger and _ better 
rounded than any of the predecessor con- 
cerns, (2) better situated to finance opera- 
tions and improvements, (3) more flexible 
of operation and affording opportunities 
for economies. To offset rising costs, prices 
have been raised moderately since Nov- 
ember 1, 1946, 

Combined production of all types of 
cements by the three predecessor com- 
panies averaged 4,558,050 barrels a year 
over the past ten years, according to com- 


pany records. In 1946, combined produc- 
tion was 6,214,214 barrels. Estimated 
current productive capacity of regular 
Portland cement is 6,635,000 barrels, 
which is expected to rise to 7,885,000 
barrels with the completion of a $3,500,- 
000 improvement and expansion program 
now in progress. The increased produc- 
tive capacity will be centered in the 
Tampa and Fort Worth plants. Approxi- 
mately $2,400,000 has been allotted to be 
expended in 1947 and $1,100,000 is to 


be used thereafter. The company expects 























Plant of General Portland Cement at Tampa, Fla., showing new kiln under construction 


to finance this program from its own 
resources, including funds derived from 
current and future operations. 

The products are sold largely to build- 
ing materials dealers, contractors, ready- 
mix concrete plants, concrete products 
plants, oil well cementing companies, rail- 
and United States 
agencies, and in export. In 1946, exports 
by predecessors represented about 3.5 per 
cent of total shipments of barrels of ce- 
ment. 


roads Government 


Most of the cement produced at each 
plant normally is sold within a radius of 
250 miles, since the weight, bulk and 
shipping expense of the usual types of 
cement preclude marketing on a national 
scale. The company’s principal domestic 





marketing area includes all or part of 
the states of Alabama, Arkansas, Florida, 
Georgia, Kentucky, Louisiana. Mississippi, 
New Mexico, North Carolina, Oklahoma. 
South Carolina, Tennessee and Texas. 

Executive offices are at 111 W. Monroe 
Street, Chicago. Ill. Divisional and sales 
offices are maintained at Tampa. Chatta- 
nooga and Dallas. and sales offices at 
Houston. Fort Worth. Miami and Jack- 
sonville, Fla. 

Combined net sales of the predecessors 
in the year ended December 31. 1946, 


were $12,042.421, compared with sales 
of $7.565.245 in the preceding year, and 
average annual sales of $7,913,527 in the 
10-year period 1937 through 1946. Net 
$1.950,924 the 12 
months of 1946, compared with earnings 
of $522.441 in 1945. Average annual net 
earnings through the 10-year period were 
$1,145,862. Unaudited figures for the 
nine months ended September 30, 1947, 
showed net sales of $10,310,600 and net 
profits of $1,775,100. equal to $1.77 a 
share on 1.001.514 shares. 


earnings were in 


As shown by its balance sheet current 
assets of the company as of February 19, 
1947, immediately after the consolidation, 
totaled $7,560,115 and current liabilities 
at the same time totaled $2,360,156. 
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By JOHN L. 


rIAHE 


ment with a modern design finds a 


evolution of securities manage- 


demonstration in the various modifica- 
tions which have occurred among invest- 
“investment 


trust” attained its vogue in the late 1920's. 


ment companies since the 


For discussion, the field is too large to 
be covered in limited space. The purposes 
of this article may be served, therefore. if 
attention be centered upon the mutual in- 
.. a refinement of the 
original idea of mass investment to attain 
wide diversification which attained a spe- 
cial status respecting taxation of earnings 
in the Revenue Act of 1936. Some details 
of the mutual company set-up will be pre- 
sented further along in this writing, but 
attention may first be paid to the scope 


vestment company 


and major holdings of such concerns. 
Stocks listed on the New York Stock 
Exchange have always occupied a promi- 
nent—in fact, the most prominent—seat 
in the portfolios of general investment 
companies, so far as equity investments 
are concerned. A comprehensive record of 
stock holdings by mutual companies and 
other large concerns of this category as 
well supports this comment. To illustrate: 
In order of value as of September 30. 
1947, the 16 largest blocks of stocks 
owned by the 30 largest diversified invest- 
ment companies were these: 
Standard Oil (N.J.) 
Montgomery Ward 
North American 
Gulf Oil 
Sears, Roebuck 
E. I. du Pont 
Elec. P. & L. Pfd. 


Texas Co. 


Chrysler 

Int. Paper 

Continental Oil 

Un. Carbide & Carbon 

Un. Lt. & Rail. 

Paramount Pict. 

General Elec. 

Monsanto Chem. 
Portfolio contents fluctuate in numbers 

and amounts of stocks held in accordance 

with management decisions, but analysis 

of mutual company lists always discloses 

the prominence of Stock Exchange issues. 

An element selection of 


entering into 


10 


HOPKINS 


7-Year Strides of Mass-Investment 


listed shares has to do with marketability; 
the transfer of funds from one situation 
into another often requires the sale of a 
sizable block of stock and sometimes calls 
into use the “special offering” system 
which the Exchange market employs to 
prevent undue price disturbance when 
large block sales are projected. 

As an aside, the foregoing leads to the 
observation that investment company ac- 
tivities contribute extensively to the busi- 
ness cf members and member firms of 
the Exchange. 


Growth Record 
For practical emphasis in this com- 
ment, the growth of the mutual fund type 
of investment company during the last 
seven years may be referred to, the figures 
coming from records of the National As- 
sociation of Investment Companies: 


74 Mutua Funps 


Total Net 
Assets (last 


No. of 


Share- 


Dec. 31 000 omitted) holders 
1946 $1.311.108 580,221 
1945... 1,284,185 197.875 
1944... 882.191 421.675 
1943 653,653 341,435 
1942 186.850 312,609 
1941] 101.611 293,251 
1940 147,959 296.056 


The investment company procedure in- 
volves the distribution of their own shares 
to investors. With the proceeds of such 
sales, management acquires a variety of 
selected assets, these usually comprising 
corporate and government securities. The 
several types of mutual companies differ 
in accordance with the character of their 
investments. The first to be organized in- 
vested largely in the common stocks of 
leading corporations, and this type still 
represents the largest group. Market poli- 





cies differ among the companies; some 
make little effort to seek advantage from 
market fluctuations, others aim at capital 
gains through judgment applied to market 
price changes; still others pursue an in- 
termediate course. 

The second group of mutual funds to be 
formed were “balanced funds”; these 
attempt to provide for their shareholders 
a well-rounded investment program. This 
group invests in varying amounts of 
bonds, preferred and common stocks, seek- 
ing to obtain stability of income and 
moderate capital appreciation. 

The third group to evolve through ex- 
perience and practice were the specialty 
funds which confine their investments 
either to certain industries or a certain 
type of security. This roster contains (1) 
investment companies which limit their 
securities as to industry, and (2) others 
which invest in a particular kind of se- 
curity only, such as bonds of good grade, 
speculative bonds, preferred stocks with 
a speculative quality, preferred stocks of 
stable-dividend quality, low-priced com- 
mon stocks, ete. 


How Shares Are Sold 


The mutual investment company is fre- 
quently referred to as the “open-end 
type”; that is, the sale of its shares is a 
continuous operation. The capital it may 
receive through sale of its shares is not 
definitely limited, as in case of a “closed- 
end” company. The share sales price is 
determined by the net asset value of shares 
outstanding, based on market value of its 
investments to which is added a 
small charge to cover selling expense. The 
mutual fund obligates itself to purchase 
or redeem any of its own shares offered 
to it at their net asset value, less a small 
service charge. Capitalization consists of 
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a single class of shares, with no debt or 
preferred stock outstanding. 

The special tax position of mutual com- 
panies, now attested by “Supplement Q” 
of the current Internal Revenue Law 
which applies to all investment companies, 
derives from their status as “regulated 
investment companies.” Chief among cer- 
tain requirements under the act is the 


proviso that such companies distribute: 


at least 90 per cent of net investment in- 
come to the shareholders. The qualifying 
companies pay no tax on such portion 
of their income derived from portfolio 
interest and dividends or on net capital 
gains which are distributed to share- 








owners. The shareholder receiving divi- 
dends is taxed at the same rates as if he 
had realized directly from other invest- 
ments the income and capital gains paid 
to him by the investment company. Dis- 
tributions representing long-term capital 
gains by the company are treated accord- 
ing to the Capital Gains tax section, the 
maximum tax being 25 per cent. 


Custodianship of Assets 


Refinement of the older investment trust 
dea into the mutual fund brought with 
it elements making such an accumulation 
of capital somewhat akin to bank trust 
funds. All mutual companies deposit their 
portfolio securities and cash with a bank 
or trust company. The bank acts as cus- 
todian. Limits are set upon the percent- 
age of the total fund which may be in- 
vested in any single “situation.” Manage- 
ment is compensated for its work by pay- 
ment of a fee determined by a company’s 
total net assets. 

These voluntary restrictions which the 
mutual companies laid upon themselves 
were later supplemented by regulations of 
the Federal Government affecting all types 
of such investment organizations. The 
Investment Company Act of 1940 em- 





succeeded to it. 


York Stock Exchange list. 





AMERICAN-TYPE INVESTMENT SET-UP EMPHASIZED 


In the quarter century since the Scottish investment trust method for 
diversifying block holdings of securities became firmly transplanted in this 
country, domestic processes have wrought many refinements of the idea. 
They were effected not without considerable grief to early investors as well 
as to early, lightly experienced management . . . traveling a troubled route 
much similar to that of early railroading. After many kinks were ironed out, 
the name "trust'’ went largely into the discard and investment "company" 


The refinements, one of which is described in the accompanying article, 
brought marked stability to a relatively new departure, although the funda- 
mental ‘design remained unchanged. 
enabling investors, large and small, to spread their risks over a wide variety 
of securities, largely common stocks, preferred stocks and bonds of the New 


Specialized portfolios came along, too. Management exercised 
ingenuity over a wide range of investment philosophy. The Investment Com- 
pany Act of 1940, along with state statutes, promoted close supervision and 
the "open-end" and "closed-end" funds came to maturity. 


This pivoted around the purpose of 
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powered the Securities and: Exchange 
Commission to apply rule and regulation 
to the companies. An accompanying factor 
of the bank-trust approach to require- 
ments of average, or small, investors lies 
in the facility with which mutual funds 
may be employed to build an estate, the 
nature of the program encouraging share- 
holders to reinvest dividends in additional 
shares. Shares of mutual companies are 
also being increasingly used by trustees 
in those states where wide discretion in 
the selection of trust investments is per- 
mitted, as these shares have been found 
well suited for the requirements of small 
trusts. 


Gain in Value of Net Assets 


Mention of measures to create an estate 
through purchase of mutual fund shares 
and reinvestment of income directs at- 
tention to results attained by such pro- 
cedure. Although the historical record 
shows that management has not been uni- 
formly successful, certain statistics may 
be cited. A study of 29 leading mutual 
companies shows an average increase in 
net asset value per share of 56 per cent 
in the last ten years, through 1946.* This 
calculation is based on the assumption of 
the reinvestment of annual dividends at 
the end of each year in additional shares. 
As a comparison, the Standard & Poor’s 
90-stock average enhancement, calculated 
in the same manner, amounted to 46 per 
cent. 

Skill and astuteness of management ex- 
tend over a wide range among mutual 
investment companies as in all other 
undertakings of the investment field. Re- 
sults vary considerably among particular 
companies. according to past records. 
Some companies of the 29 did far better 
than the average—one gaining 92 per 
cent in worth the decade 
while others performed well below the 
average. As contributors to practice in 
the of investment, and a con- 
venience to persistent estate builders in 
securities, the mutual funds have written 
a relatively new chapter in securities mar- 
ket history. 


asset over 


“science” 


*“Investment Companies, 1947 Edition” 


Arthur Wiesenberger & Co. 
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Selective Gains of Stock Groups 


Shown from May Lows 


i ew watchword throughout more than 
a year of trading markets has been 
selectivity. Correctly interpreting the out- 
look for a few individual companies, or 
for a limited few industries, has proved 
far more beneficial to the buyer of stocks 
than any reliance on over-all market 
moves. 

While the unending search for values in 
securities invariably imparts a degree of 
selectivity to stock price movements, there 
can be no question but that the post-war 
inflationary distortions of industry are 
making it more of a market factor than 
normally is the case. The extreme diver- 
gence of recent securities price movements 
can be aptly shown by reviewing the gen- 
eral market over a convenient interval, 
and next inquiring into the action of 
shares of certain, specific industries. The 
general market, as measured by any of 
the popularly used averages, made a bot- 
tom last May closely duplicating the Oc- 
tober, 1946, lows. Since last May there 


have been two recoveries, one which 
topped out in July and another which 
reached the best prices of the move thus 
far in October. 

In this time the market value of all 
issues of stock listed on the New York 





MARKET VALUE OF Stocks LISTED 
oN New York Stock EXCHANGE 
By Industrial Groups 
(In Millions of Dollars) 

Market Market 


Value on Value on Per 
Better Than May 29, Oct. 31, Cent 
Aver. Gains 1947 1947 Change 
Paper & Publ. . $ 906 $1,150 +26.9% 
Building . . . 887 1,045 +17.8 
Shipbuilding . . 15 53 +-17.5 
Steel, Lron. Coke 2,799 3,187 +-13.9 
Petroleum. . . 7,909 8,868 +-12.1 
Automobile . . 4,653 5.173 +11.2 


Less than Aver. 
Gains or Declines 


Rubber. . . . 605 631 + 43 
Aviation . .. 672 687 + 2.1 
Tobacco . . . 1.512 1,522 - 0.6 
Garment Mfg... 64 63.7 0.6 
Communications 4,100 1,003 2.4 
Amusement . . 770 727 5.5 


Stock Exchange increased 8.2 per cent. 
Far from hovering near this average rate 
of gain, however, the market value of 
shares in certain industries—paper and 
publishing, building and shipbuilding are 
examples—scored increases twice as large. 
Meanwhile market values of some other 
industrial groups made less than average 
gains, or in a few cases actually declined 
against the general trend of the market. 
Examples of the latter are the amusement, 
communications and garment industries. 
How closely selection has come to being 
everything in the 1947 securities market 
is borne out by the accompanying table. 
The percentages in the foregoing tabu- 
lation are based upon exact, rather than 
the rounded off, figures. It needs to be re- 
membered also that the market values of 
the industrial groups on the two dates are 
not strictly comparable due to additions 
and deletions affecting the stock list. The 
textile group of stocks on the Exchange, 
for example, showed the striking gain of 
37.5 per cent in market value from the 
end of May through October. But since 
three textile issues were added to the list 
during this time—J. P. Stevens & Co., 
Colonial Mills and Beaunit Mills—the re- 
sult was judged not sufficiently repre- 
sentative to be included in the table. 





Sampled Stocks 
(Continued from page 5) 


investor scrutiny of dividends just now, 
with an eye to the future. It is realized 
that elements besides large consumption 
are acting to enlarge corporate earnings. 
High volume plus high prices are usually 
in periods like the present reflected in a 
better than normal margin of profit. 
Should demand slacken, a sagging of 
profit margins would be looked for, and 
if prices should recede, a similar possi- 
bility would find a basis in past experi- 
ence. A glance at the table is sufficient to 
show that dividend rates have in years 
of sluggish business retreated from the 
levels of active times without reaching 
within near distance of zero. 

A particular puzzle with which students 
of dividend probabilities are concerned 
at the moment has to do with inventories. 
Unending debates occur among §statisti- 
cians in regard to that proportion of total 
profit which may be accounted for by 
calculated profit as the result of rises in 
market value of raw materials, semi-fin- 
ished goods and goods in stock ready for 
marketing. Since the incidence of large 
war orders upon commercial business in 
advance bookings, most corporations have 
set up extra reserves against the chance 
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of inventory recession. Inventories in gen- 
eral have continued to rise, notably sub- 
sequent to the passing of management 
uncertainty early this year in respect to 
a business reversal of moderate propor- 
tions. The prospective investor wonders 
whether stated reserves against inventory 
figures may be generally sufficient to 
cushion a decline without bringing indi- 
vidual dividend rates into question. 


Inventories Affect Profits 


The studious investor is not overlook- 
ing such conclusions in regard to inven- 
tories as that offered by the Department 
of Commerce in a survey of 1946 cor- 
porate income results. This indicated that 
38 per cent of the total net income as re- 
ported for that year represented inventory 
profits, and that net income from opera- 
tions was lower than in 1945. That care- 
ful corporate management was aware of 
the chance of shrinkage in inventory 
value in the balance sheet last year was 
evidenced, to a degree, in the moderate 
percentage of reported earnings distrib- 
uted to stockholders; and, while many 
dividend disbursements have been in- 
creased this year, the same factor appears 
evident in the “spread” between reported 
net profits and dividend outlays. 

Another problem adding to investor 


perplexities lies in the field of accounting 
which, incidentally, is stirring argument 
among accountants. This has to do with 
property depreciation charges. Such 
charges are commonly based upon the 
original cost of plant and equipment— 
the subject was discussed at some length 
in the September issue of THE EXCHANGE 
—and present prices inform anyone that 
the conventional method is inadequate in 
view of replacement costs. 

True, the corporations have set aside 
substantial reserves to cover contingencies. 
Under Revenue Department interpreta- 
tion of income taxes, however, the matter 
of actual application of earnings to de- 
preciation on a generous scale is liable 
to run into complications, and, besides, it 
is known that differences among corpora- 
tions’ own accountants in regard to the 
basis of charge-offs are here and there 
supplying complications of themselves. 

Thus, reported net earnings waver be- 
fore the eyes of analysts who have invest- 
ment opportunities in mind. The less 
meticulous researcher who has neither the 
time nor equipment to enter into finely- 
drawn statistical balances and counter- 
balances finds material of practical use 
in dividend records which reveal con- 
tinuity during years of varying business 
progress or contraction. 
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CHESTER, PA. 


Such scattered reports of railroad results 
this year as I have seen forecast better an- 
nual statements than seemed likely last win- 
ter. Pennsylvania and New York Central, 
which fared so ill in net in 1946, look as 
though they have come along right well. 
As a long-time investor in rails (including 
some of the stoutest ones, fortunately), I 
have been dubious at times, yet remain a 
supporter of this form of investment at this 
time. True, such stocks have to be chosen 
carefully; but I can’t believe that so big 
and important a business will be permitted 
to run into conditions as bad as those of 
periods of less enlightened railroading and 
finance. 


Mm. Fo 3: 


NEW YORK CITY 


Twice I have noticed since last March 
that when a news dispatch datelined “Mos- 
cow” referred to Russian expectation—in 
high places, of course—of an imminent busi- 
ness reversal in the United States, the stock 
market has edged off. Coincidence, I sup- 


pose, but it gives one to think that the’ 


market is even more sensitive to gossip and 
comment than tradition says it is... . For 
months the market has seemed to be well 
nigh impervious to good news in earnings 
and dividends, yet thin-waisted rumor or 
slanted observations about it which are ob- 
viously biased can make it flutter. 


T.. MeD: S. 


YOUNGSTOWN, O. 


Steel company shares in the past have 
stood well in the forefront of stocks which 
could be described as dynamic in market 
action—being decidedly volatile, either up or 
down, as conditions moved them. That 
characteristic seems to have weakened; de- 
spite excellent earnings the prominent issues 


have offered littke demonstration of vigor 
this year. Could it be that the market fol- 
lowing has moved them over from the col- 
umn of trading media to the one considered 
dedicated to quasi-investment media? The 
question seems a fair enough proposition for 
thought. Counting in the war years, the in- 
dustry is now well into a decade of steady 
production and reasonable, steady dividend 
payments as applied to the large and well 
integrated companies. I am writing about 
common stocks, of course. . . . Traders who 
seek volatile risk capital enterprises seem 
more and more to be nudged outside the 
field of “standard” stocks. 


SAN ANTONIO, TEX. 


Several annual reports of companies in 
which I own stock show that working capital 
in form of cash and marketable securities 
declined considerably in 1946 from what 
these items showed at the end of 1945. A 
part of such capital has moved down the 
page into inventories, but at the same time 
the decline has been so considerable in cer- 
tain cases that, as a stockholder, I wonder 
whether managements have been forced to 
devote more cash resources to plant exten- 
sion than is healthy. Corporations were for- 
tunate to be able to build up working capital 
greatly from war business and war traffic; 
it would seem now, however, that doing far 
more business than before 1940. as many 
are, there should be a greater use of credit 
to increase plant and facilities. as well as an 
active recourse to the risk capital market 
for this purpose and to keep working funds 
substantial. 

S. Dy: G. 


AKRON, O. 


. . . Dividends on stocks bought in the 
1930’s make, as every such stockholder 
knows, a comfortable income just now—and 
“just now” has been in effect since 1943. 





Letters to the editor in whole or in part, are presented here as a contribution to current 
discussion of investment, economic and general financial subjects of public interest. 


It is not uncommon for an investor back in 
those years to now be getting from 10 to 
15 per cent on his money, and stocks didn’t 
have to be invested in at the price bottoms 
of 1932, either, to return him these big 
percentages Investors so luckily, or 
foresightedly, situated don’t care whether 
the stock market is bullish or bearish. They 
can do better than trying to trade on fluctua- 
tions simply by sitting quiet with the stocks 
they have. 
i: =. 
NEW YORK CITY 

When the Dow, Jones & Co. industrial 
average stood around 166 some weeks ago, 
a chartist whose prognostications I come 
across now and then, projected his deduc- 
tions on to a level around 185-187 as a likely 
resistance area where a bulge ought to 
taper off. Well, the average recently climbed 
to approximately 184 and then backed 
away; tried a number of days and_ still 
couldn’t go past 185. My skepticism of chart- 
ing has been weakened. 


F. F. W. 
RICHMOND, VA. 


Persons who are experienced researchers 
are aware, of course, of the industries which, 
over a period, make consistently good re- 
turns to owners of common stocks. The ceil- 
ing is rather low, however, for a great many 
others who have neither the facilities nor 
the time to search the corporate sky for the 
groups of companies which the past and 
present have lighted with sturdy earnings. 
To oblige this latter roster of individuals 
with funds to invest or to apply to careful 
trading, an article or two in THE EXCHANGE 
would be helpful. 


An ¥. Ei 


Epitor’s Note: The suggestion made by Mr. 
A. Y. E. is well taken, with thanks. This issue 
contains a discussion such as he requests. 
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Dollars are as different 
as the people who have them 


Dollars can do much, or they can do little. They can be lazy, or 
hard-working. Useful, or well nigh useless. For dollars take on the 
character of those who have them. 


The spendthrift’s money is soon gone, leaving little of value 
behind. But the dollars of the thrifty can be put to work—and they 
then become useful not only to those who earned them but to 

all our people. 


Why is America wealthy? 


Because Americans are productive. Because, generation after 
generation, our people have produced more than they have 
consumed—and have plowed the surplus back into new factories, 
stores and farms; into improved methods, finer equipment and 
skillful labor; all resulting in the production of still more goods 
and better goods for everyone. 


This upward march in our standard of living is sparked, every 
time, by those who put their dollars to work through investment. 


It is up to us all to see to it that our government policies are so 
shaped that they do not hinder or penalize the invested dollar . . . 
for the invested dollar is the bedrock on which all progress and 
prosperity is grounded. 


FOOTNOTE FOR INVESTORS: From its 155 years as the 

nation’s principal market place for securities, the New York Stock 
Exchange has learned this: This market serves investors best, and the 
nation best, when its facilities are used responsibly—when securities are 
bought and sold solely on the basis of facts. Not tips, not rumors. FACTS! 


New York STOCK EXCHANGE 








